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‘Gentlezen:

We fave considured your epplicetion for recognition of exemption under section
501(c)(7) of ihe Internel Revenue Code.

The evidence presented disclosed thati you were incorporeted on
under the lews of the State of M. Tour purposes briefly stated are,

1o create & ceater of corientetion for mutuel essistance, enjoyment, entertain-
zent end improverent of its rerbers and their femilies, %o promote the friendship
of its mezbers, to hold meetings and socizl gatherings for the better realization
of the ebove named purposes.

— is & bungalow colony located in

t sists of JJJ bungalow n..n.s, a swimming pool, casino and meeting hall. Mem-
ers h*p iz the organization is open to those individur 7 (usually husband znd wife)

who purchese & tungelcw, There ere [l sheres of no p.- ~tock issued by the corp-
oratior ~ one ghere is issued to each memper.
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£ ike . units, ] are individuelly owned. The [ remeining bungelows heve
not yetl teen scld. The organization rents these units to the public and is attempi-
ing to sell them, For the year ended the organization received
SHEE i- rents Sronm these units. Total receipts in [ vere SHEENEEER Your
disbursements went 'towa.ra reel eacate taxes, supplies end maintenance of your feeil
ties, Future year budgets indicete a similer receipt and disbursement paitern.,

-
2
-

The activities of

e
o
"
the rentel units) ze

e orgenizetion consist of rcaintaining the facilities, (including
etinges, lectures, dence end other sociasl events.

Seciion 55.{e){7) of ine Iziernal Revenue Ccodes provides for the exempiion of "Cluts

orgenized for pleasure, recrestion, end other nonprofitable purposes, substentielly

a11 of the esctivities of wvhich ere for such purposes and no part of the net earn-
5“ e

iz 2f vhish inmmae to the hanefit of anv private shareholder."
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Section 1.501(c)(7)-1(a) of the Income Tex Regulations stzies that exemption
ex*ﬂ"""

tende to sccial end recreational clubs which are supporied solely by mem~
bership fees, dues and assessment.

Section 1.501(c)(7)~{1)(b) of the Income Tax Regulations siates that "a club
which engages in business, such as waking its social and recreational facilities
aveilable to the general public or oy selling real estete, timber or other pro-

ducts, is no% ormenized anéd opersted exclusively for plezsure, recreailion end
otner nonprefitatle purposes, and ig zit emenpt under S01le)."

wei Q8D eV Er e

Revenue Ruling 58-589 states that activities by a social club guch as the soli-
citation by advertissments or otherwise of public patronzge of its facilities
pey te adverse to the egtablishment of exempt status. In addition it states thet

a social €ludb shoulé not engege in any type of budiness activity for profit which
result ir invrement to any individuel.

Revenue Ruling 69-220 describes social
Fal

c..:b which.received a substantial portion
of ite income from th

e rentel of properir rnd which used such income to defray
cpereting expenses end icprove end expand 1ts fecilities. It was held that the
orgenizetioa was not exempit under section 501(c)(7) of the Code.

Public Law 94-568 states that social clubs exempt under seciion 501(c)(7) of the
coce are percitted to receive up to 35 percent of their gross receipts, includ-

ing investzeni income, {rom sources outside their menbership without losing their
tex-eze=pt status. ‘

The gvidence presented with your appliicetion indicates that

Inec., has ellowed non-members to utilize their facilities, ©y renting the unsold
bungelows to the public. Revenue Ruling 58-589 specifically precludes non-men-
bers {rom patronizing tne fecilities of a2 social club. The rentel ircome has
end will generaie substantiel non-member income from the general public which
imures <o ihe benefit of your club meszters. The inurement is evidenced by the
feet thet non~member rentzl income received, is used to defray the orgenizetion's
operating expenses. This is contrery to the provision of Revenue Ruling 69-220,
In eddi‘ion the non-mecber income you received exceeds the 354 limit which is pre~
scrived in Public Law 94-568.

y

Furiher vour orgenizeztion appears to be in the business of selling houses which Is
g Tuginess aciivity. Therefore your orgenization is not exclusively social within
1ne meaning of section 50L(c)(7) of the Code.

On the basis of the evidence presented we hold that
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=ot orpziiced ez cperetel ezclusively Jor pieesuTe TRCITEETLCN &DQ OULST NON-DIOLLY

eble.purposes. Conseguently it has been determined thet your orgax}i?ation does x?ot
quelify Zor exe=ption under section 501(c)(7) of the Code. In addition we have deter-
zired ihat you would not qualify for exemption under any other section of the Internal
Revente Code.



(3)

Ica sre required to file a taxeble return Form 1120 or 1041 with the District
Zrector of Internel Revenue Service. Please send the return to the Internal
Revenue Service, P.0. Box 1680, General Post Office, Brooklyn, NY 11202.

I you do not agree with the determination, you may request a Conference with

=z2 Regicnal Directoer of Appeals by protesting in eccordance with the enclosed
-t adl i sed dld Qf\ Ae_vs-
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P=otests submitted which do not contazin all the documentation stated in t‘1e
ixsiructions will be returned for completions.

Very itruly yours,

7/

District Director

T=mclosure: Publication 892




